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<u 
KEY ECONOMIC INDICATORS 


All’ values in million U.S. $ Exchange Rate: US $1.00= 
unless otherwise stated. 1 Balboa 
ITEM B pl/ 

1973 
INCOME, PRODUCTION, EMPLOYMENT 

GDP at Current Prices 

GDP at Constant (1960) Prices 

Per Capita GDP, Current Prices 

Bananas (million boxes 

exported) 
Crude Oil (million barrels 
processed) 

Valuation of Panama City Building 

Permits Issued 
Unemployment in Metropolitan Area 


BANKING * 

Loans & Discounts 

Volume of Loans Granted 
Residents 
Foreign 

Bank Deposits, Total ** 
Demand, Domestic 
Demand, Foreign 
Time/Savings, Domestic 
Time/Savings, Foreign 


6 6 6 
7 6 0 
8 8 3 
9 me) 1 
1 .6 5 
1 3 6 
6 .0 6 
5 8 7 
9 Pe 2 


FUNDED PUBLIC DEBT * 
Central Gov. Total 
Domestic 
External 
External Debt Svc. as % of 
Current Govt. Revenues 


CONSUMER PRICE INDEX (1962 base 
yr. for med./low income groups 
average each year.) 


BALANCE OF PAYMENTS AND TRADE 
Balance of Payments (Goods 
& Sves.) -96.8 -118. -274.9 P 132. 
Commodity Exports (FOB 
Registered) 171.1 135. 200.5 P 48, 
U.S. Share hh .6 % 43. 49.4 % III 
Commodity Imports (FOB) 401.1 448, 730.9 P 62. 
U.S. Share 34.1 % 34. 26.6 % III 
Gross Flows to Panama from 
Canal Zone *** 173.8 E 187.5 E 236.9 E 26.3 


NOTES: E-Estimate; P-Preliminary; R-Revised; (I) (II) (III) Quarters *Year end balances 
except as noted; **Excludes domestic and foreign inter-bank deposits; *** Wages 
paid Panamanians, other services and goods purchased, transfers. 1/ Percent 
change with similar period. 





“ SUMMARY 


Panama's economic growth dropped to the lowest rate experienced in 
recent years in 1974, to an estimated 3.5% compared with 6.5% in 1973. 
Contributing to this relative slowdown in economic activity was yet 
another slack year overall for agriculture, only slight expansion in 
the manufacturing sector, and a continued decline in the rate of 
growth of the construction industry. Greatest growth last year was 
registered in the internationally-oriented service industries (trans- 
portation, warehousing, communications, and finance) plus electric 
power and other utilities. 


The current economic downturn after years of boom has evoked expres- 
sions of gloom from many, but not all, local businessmen, but with 
most expressing confidence in the economy's strong longer-term pros- 
pects. Among the hopeful economic signs evident during the first 
quarter of 1975 are declines in the rate of price increases and in the 
trade deficit. The implementation of the government-induced program 
by private banks to finance $20 million in new low and middle-income 
housing over the next 18 months, together with increased Government 
spending in this field, is expected to give the construction industry 
a needed boost. 


Decisions regarding two matters of considerable importance to Panama's 
economic future remain pending. Panama and United Brands have agreed 
in principle on the Government's acquisition of the company's pro- 
ductive facilities within Panama, but a formal agreement for such a 
transfer remains to be negotiated. Talks with the firm responsible 
for initial exploration of the large Cerro Colorado copper deposit, 
Canadian Javelin, regarding exploitation of the find have been broken 
off, and the Government is now investigating alternatives with other 
interested parties. 


THE CURRENT ECONOMIC SITUATION AND TRENDS 


Preliminary estimates for Panama's gross domestic product in 1974 
indicate a real growth of 3.5%, or just over half the growth rate 
experienced in the previous year and well below the average of near 
8% during a recent decade (1961-1971) of rapid economic expansion. 
Generally following trends evident over the past several years, great- 
est growth (over 10%) was registered in the transport, warehousing, 
and communications sector, reflecting especially the rapid expansion 
of the Colon Free Zone; in electric power and other utilities, which 
benefitted from substantial Government investments in infrastructure 
projects; and in the financial sector. The continued decline in the 
growth rate for manufacturing (plus 2%), the most important single 
sector, follows extensive development during the 1960's of more 
viable import-substitution industries. Commerce maintained a rela- 
tively strong expansion during 1974 (6%). Declines in real terms 
were experienced in agriculture and fishing (see below) and services 
to the Canal Zone, where the increase in total salaries of employees 





working in the Canal Zone but residing in Panama was more than offset 
by inflation. 


With an open economy closely geared to international trade, Panama 
has been considerably affected by foreign inflation. Indices of 
import prices and general wholesale prices both rose by about 26% 
during 1974, while the local consumer price index registered a 17% 
increase. Prices have risen at a lower rate since the beginning of 
the year, however; at the end of the first quarter, the consumer 
price index was up 11% over a twelve-month period, and the wholesale 
and import price indices were each up about 16.5%. The consumer 
price hike during April was limited to a remarkable 0.1%. 


Panama's balance of payments deficit on current account expanded to 
an estimated $275 million in 1974, more than double the figure for 
the previous year, and approximating the country's import bill for 
petroleum products in 1974. The trade balance, however, has shown 
considerable improvement during the first quarter of 1975, due 
primarily to the bumper svzar crop (the ratio of the value of im- 
ports to that of exports, which was 3.6 for 1974, dropped to 2.8). 
Even with increased shipments of bananas during this period, this 
traditional bulwark of the export trade fell to third place in gross 
value for the first quarter, behind refined petroleum products and 
sugar. 


The Government's ordinary budget for CY 1975, proclaimed under the 
current watchwords of "austerity and productivity," totals $319 
million, 22% above the amount budgeted for CY 1974 and 16% above 
what was actually spent (a decrease in real terms). The Government 
ended 1974 with an ordinary budget deficit of $4 million. Panama's 
CY 1975 investment budget for the public sector, including both 

the Central Government and the autonomous agencies, amounts to $406 
million, an increase of 27% over 1974. Implementation of the 
Government's ambitious capital investment and social programs has 


taken on added importance in the light of the relative slowdown in 
economic activity. 


Government Outlines Economic Program: An official program to 
combat inflation and stimulate production was promulgated as the 
Declaration of Boquete at the end of November 1974. The program 
included fiscal incentives to increase non-traditional exports and 
to promote reinvestment in local productive enterprises. One 
major objective was to allocate more credit to industry and agri- 
culture to facilitate the growth of these sectors, strengthen 
exports and replace imports. To this end, an interest rate subsidy 
of 3% for industrial and 4% for agricultural loans was instituted, 
financed by a 0.5% surcharge on all commercial and personal loans. 
Preliminary data indicate, however, that in spite of the incen- 
tives the volume of loans for agriculture (including livestock) 
and for industry dropped in each case by about 7% during the first 
quarter of 1975 compared with the same period last year. 





The dialogue between official authorities and the private sector 
has, at least in the case of the confederation of business groups 
(CONEP), again become somewhat heated, with exchanges of letters 
arguing the degree of the Government's attentiveness to the legiti- 
mate interests of the business community. Complaints on the part 
of individual businessmen concerning current economic conditions 
are increasingly heard, although basic faith in the long-term 
strength of the Panamanian economy appears to remain strong. 


Construction Starts Falter: Construction activities during 1974 
witnessed a shift from an earlier emphasis on residential con- 
struction in Panama City for upper and middle-income groups, a 
market which became saturated over the last several years. Value 
of permits for new construction in the capital city in 1974 fell 
by 39% from the 1973 level, but rose by 13% in the first four 
months of 1975. A Government-induced program by private banks will 
finance $20 million in new low and middle-income housing through 
mid-year 1976. The Housing Ministry plans projects totalling $0 
million during 1975 and 1976, including the disbursement of a $15 
million AID low-cost housing loan. Significantly, the public 
sector accounted for 57% of permits issued during January-April 
1975, compared with 7% a year ago. 


Attraction for New Banks Remains Strong: Panama's growth as a 
financial center continued during 1974 in spite of the tightening 
of international credit during the second half of the year. Ten 
new foreign banks (including two U.S.) opened for business in 
1974, and two in the first four months of 1975. Seventy banks are 
now licensed to operate here, compared with thirty-nine in opera- 
tion two years ago. Total assets of the banking system as of 
December 31, 1974, were $6.5 billion, an increase of 81% in one 
year. A draft law on reinsurance, which is intended to facilitate 
the expansion of this complementary financial activity, is presently 
under review in Government circles. 


Bad Year for Bananas: Banana exports, which have fallen each year 
since 1971, decreased by slightly more than one fifth in 1974, the 
largest annual drop in recent years. Contributing to the decrease 
were adverse weather and disease affecting production during the 
first half of the year and the six-week suspension of shipments 
during the third quarter because of the banana export tax contro- 
versy. Banana shipments for the first four months of 1975, how- 
ever, are 13% above those for the same period last year. 


Panama and United Brands (UB) reached agreement in December 1974 to 
proceed with the Government's acquisition of the company's local 
productive facilities, and Panama subsequently reduced the disputed 
banana export tax provisionally from $1.00 to 35 cents a box. The 
December agreement called for the transfer to take place over a 
period extending not longer than the end of 1977, with a formal 





sales agreement to be negotiated by April 15, 1975. The latter 

deadline was not met, but talks will reportedly resume in June. 

Government plans for utilization of UB lands not presently under 
cultivation are proceeding under provisions of the agreement. 


Total Agriculture, Livestock, and Fishing Sector Shows Decline: 
This sector continues to be a weak performer in Panama's economy, 


declining last year in real terms by 0.8%. The 21% production drop 
in the major crop (bananas--see above) offset gains in other 
agricultural fields, such as a 24% increase in sugar production, so 
that agriculture's real contribution, accounting for 79% of the 
sector total, remained unchanged in 1974. Among the minor crops, 

a bumper tomato harvest supplied an expanding processing industry, 
and rice, a staple food grain in Panama, was harvested in sufficient 
quantities to permit exports. Livestock production declined about 
7%. The slaughter of cattle increased somewhat; milk production 
continued to decrease. Fishing declined slightly, with a fall in 
the shrimp catch of 5% and a 30% decrease in landings of herring 
and anchovies for production of meal and oil. 


Abnormally dry weather conditions in the first part of this year 
cloud the production horizon for 1975. However, the continuation 
of subsidized interest rates on agricultural loans and the Govern- 
ment's determination to get agriculture moving may help to reverse 
the current decline. The fishing industry appears to have reached 
a mature stage with little growth expected until a new fishing 
port, scheduled to begin construction later this year, opens the 
possibility for basing tuna fleets in Panama and lowers the opera- 
ting cost of the fishing industry. The food import bill in 1974 
increased 9% to $41.5 million, leaving Panama far from its goal of 
self-sufficiency in food production. 


Copper Contract Still Undecided: Negotiations on a contract for 
exploitation of the very large Cerro Colorado copper deposit be- 
tween the Government and Canadian Javelin, Ltd., the mining firm 
which carried out exploration work, were broken off in February, 
and the Government is now investigating alternatives with a number 
of other interested companies and financial institutions. Re- 
portedly it is considering awarding an operating contract under 
general Government supervision. This $700-800 million project is 
expected to produce 186,000 tons of blister copper annually when 

in full production. The Cerro Colorado deposit is believed to 
contain some 2 billion tons of ore with a 0.6% copper content. A 
second important find has been reported by a local Mitsui Mining 
subsidiary, which has exploration rights at Cerro Petaquilla. This 
deposit is tentatively estimated to contain 300 million tons of ore 
with a 0.65% copper content. 


Tourism Development Active: Panama's role as a center for air and 
sea transport, banking and trade, combined with its attractive 
coastlines on two oceans and kindly tropical climate, continue to 





generate more visitors than facilities can readily accommodate. 
Despite a doubling of first class hotel rooms to 1,600 since 1969, 
hotel capacity continues inadequate. 


Counting on continued growth of visitors at 15% annually (280,000 

in 1974), private investors have 677 rooms under construction and 
another 1,070 at an advanced stage of planning. The Government's 
tourism development strategy is to exploit the country's increasing 
role as crossroads--and more recently as a site for international 
conferences and regional meetings. Initial contracts were signed early 
in 1975 for a $15 million Tourism and Convention Center financed in 
part by an AID loan. The Center will have a main hall and theater 
accommodating 3,000, modern meeting rooms for smaller groups, and 
related facilities. A 12-story World Trade Center and a Melia hotel 
are to be added by 1979. This complex is designed to bring together 
trading, insurance, banking, shipping and other types of companies 
under one roof and provide them with sophisticated communications 
and data processing facilities. 


IMPLICATIONS FOR THE UNITED STATES 


Billion Dollar Market: Contrary to expectations, Panama's imports 
surged ahead by 63% in 1974 to reach $731 million. An additional 


$476 million imported by trading companies in the Colon Free Zone 


boosted the market total to $1.2 billion. Import growth was expected 
to be slower in 1974 under the impact of economic slow-down at home 
and abroad. A comparison with import data on other countries of 
Latin America should reveal that Panama is moving into the ranks of 
the region's leaders in size of market. 


Prospects for U.S. Exports Continue Excellent: The sharp upturn in 
1974 imports--despite buyer resistance apparent in many durables 
and some consumer goods--indicates that growth prospects for imports, 
overall, are excellent. The U.S. share of market has slipped from 
34.5% in 1973 to 26.6% in 1974 (end of third quarter). This is a 
result of Panama's large petroleum imports to feed its largely 
export-oriented refinery and to fuel ships plying the Canal. 
Petroleum price increases swelled the import total thus diminishing, 
statistically, the U.S. share. Preliminary import data indicate 
that the value of imports of U.S. origin grew, nevertheless, by 
over 25% last year, from $155 million to $194 million. (These data 
refer to imports into the Republic of Panama, alone, as country 
origins of the $476 million Colon Free Zone imports are not yet 
known. U.S.-source trade data should reveal that U.S. exports to 
this dual market exceeded $300 million in 197)). 


Readers are cautioned that signs of an import slow-down that 
appeared in 1974 persist: slower real economic growth, buyer 
resistance to higher prices, new import substitution incentives and 
austerity measures. Heavy 1974 imports in the face of lower con- 
sumer purchases could spell overstock conditions which, as a conse- 
quence, might arrest further import growth. 





Best Prospects: The Government's ambitious capital development 
program indicates where many import requirements can be found: in 
construction equipment and supplies; electricity generating, trans- 
mission and distribution equipment; telecommunications equipment 
(telephone exchanges); and sugar mill and sugar cane field equip- 
ment. Specialized equipment will be needed for minor port improve- 
ments, the new World Bank-financed fishing port, Tocumen International 
Airport, two new sugar mills and a new government cement plant. 


Most consumer imports are expected to remain high, except in the 
larger durables such as appliances and automobiles, due to the 
country's import dependence. The demand for consumer electronics, 
cameras and other luxury consumer products traded in the Colon Free 
Zone remains strong. 


See the following project list from which import requirements for 
major projects can be identified. A more detailed discussion of 
sales opportunities in this market is contained in the December 
1974 report "Foreign Economic Trends" for Panama (ET 74-12). 


Projects Under Way 

Bayano Dam and Hydroelectric Generating Plant (150 MW, initial) 
Las Minas Power (40 MW thermal) 

Third Power Project (25 MW thermal, transmission and distribution) 
Inter-American Highway 

Tocumen International Airport 

Major Housing Projects 

Telecommunications Improvement and Extension 

Agriculture and Livestock Improvement 

Panama City Water Supply 

Sugar Mills (expansion at Santiago and new Pacora mill) 

Tourism and Convention Center 

Expansion of El Panama Hotel (440 rooms) 

Education Expansion 

Rural and Community Health and Nutrition Projects 

Cooperative Development and Marketing 

Contadora Resort Development 


Projects Under Study or Near Initiation 

La Fortuna Dam and Hydroelectric Generating Plant (170 MW, initial) 
Inter-American Highway (100 miles not yet contracted) 

New Transisthmian Highway 

Cerro Colorado Copper Mine (Development Stage) 

Transisthmian Oil Pipeline and Refinery 

Colon-Las Minas Container Port 

Master Plan for Development of Industrial Park and Free Port Zone (Colon) 
Sugar Mills (Chiriqui and Cocle) 

Steel Plant 

Cement Plant 

Fishing Port 

Chorrera-Tocumen Highway 

Hotels (total of 1,200 rooms) 
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